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The NYNEX Telephone Companies (''NYNEX'") hereby submit

these Reply Comments in the above-captioned matter.

I.  INTRODUCTION

In its Comments, NYNEX showed that the Commission
should not require the industry to implement billed party
preference ("BPP'") because the costs of BPP outweigh its
benefits. Instead, NYNEX recommended that the Commission cap
the rates charged by operator service providers ('"OSPs''). This
would save consumers hundreds of millions of dollars per year
without forcing the industry to spend $2 billion dollars to
implement a service for which there appears to be little
consumer demand.

The overwhelming majority of commenters agree that BPP
should not be implemented. Of the nearly 200 parties filing

comments, only 16 expressed support for BPP and most of these
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had conditions attached, principally related to cost
recovery.1 There was, however, widespread support across
nearly all industry segments to establish some sort of rate cap
to address the issue of overcharging by some OSPs.2
Because the costs of implementing BPP will
significantly exceed the anticipated benefits, which can be

achieved more efficiently through less expensive means, the

Commission should not order the industry to implement BPP.

In the FNPRM, the Commission found that BPP would
likely cost $420 million per year. In its Comments, NYNEX
calculated that it would cost the industry at least $572 million
per year to implement BPP. The data contained in the comments
filed by other parties shows that NYNEX's cost study was
congervative. The costs of BPP now appear to be at least $739

million per year.3

1 For example, Pacific Bell supports BPP provided it is
guaranteed full cost recovery from those making operator
calls or from the general body of ratepayers.

2 See, e.g., ATAT Comments, p. 9; Bell Atlantic Comments, p.
3; APCC Comments, p. 30. Many parties also supported
increased use of consumer education programs. See, e.g.,
NTCA Comments, p. 7.

3 The costs of BPP were developed by using the data
contained in the Comments, including the costs of
deploying 0SS7 signalling to the end office, the costs of
14 digit screening, and the costs of marketing 0+ services
as part of the '"equal access' conversion to a BPP
environment. Non-recurring costs were adjusted for
inflation. gSee Attachment 1 hereto.
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Several commenters suggest that 0SS7 signalling costs
should not be attributable to BPP. GTE and Sprint claim that
0SS7 signalling to the end office is not needed. GTE claims
that it can use Originating Line Number Screening (OLNS) ''to
provide the preferred interexchange carrier of the originating
line for BPP default call processing purposes.”4 The OLNS
solution, however, only works where the billed party's preferred
carrier cannot be determined. For example, under BPP, when an
end user makes an international collect call, the call is not
carried by the carrier chosen by the party paying for the call
(i.e., the end user in the foreign country) but rather by the
presubscribed carrier on the line from which the Call
originated. In this limited situation, OLNS could be used to
identify the presubscribed carrier on the originating line.
However, this is not likely to occur very often and would not be

of use in determining the carrier on most domestic operator

service calls.

3 the

As NYNEX demonstrated in its Comments,
Commission must attribute the entire costs of 0SS7 software to
BPP. Although BPP could be provided without deploying 0SS7
software in the end office, it would increase call set-up time
by a minimum of four seconds on operator service calls. 0SS7 is

also more efficient in trunking performance and less susceptible

to fraud.

4 See GTE Comments, p. 9.
5 See NYNEX Comments, pp. 8-9.



In its Comments, NYNEX demonstrated that the
Commission had overstated the benefits of BPP by $385 million.
NYNEX showed that the savings to consumers resulting from BPP .
would be no more than $235 million per year. Using the data
contained in the comments filed by other parties, NYNEX has
revised its original estimate and we now calculate that the
benefits of BPP will be no more than $207.5 million.®

The Commission's assumption that savings on commission
payments will be passed along to consumers is contradicted by
the record. AT&T, for example, stated that it would use these
savings to increase its marketing of its 1-800 operator |
services.7 In addition, many call aggregators and premises
owners indicated that they would seek to recover lost
commigsions through higher prices of consumer goods and
services.8

The comments also confirm that the Commission was
incorrect in assuming that by 1997, when BPP is proposed to be
implemented, only 50% of operator service calls will be made on

a dial-around basis. NYNEX's data as well as that of other

6 NYNEX revised its benefit study to reflect a higher
commission rate (18.87% rather than 12%) and to reduce the
flow-through of commission savings by 50% based on the
numerous statements by call aggregators that they would
increase the prices of other consumer goods and services
to recapture lost commission payments. See Attachment 2.

7 See AT&T Comments, pp. 16-17.
8 See, e.g., Comments filed by the Minnesota Department of

Corrections, City of Oakland, the Cleveland Clinic, and
Jeffco Airport.
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parties indicates the dial-around rate already exceeds 50% and

is increasing rapidly.9

ITT. OTHER ISSUES.
A. Eagse Of Use vsg. Cost Qf Service.
Sprint (p. 10) and Southwestern Bell (p. 5) argue that
most consumers do not find access codes easy to use. However,
they base this assertion on studies conducted in 1992 before the
use of 1-800 operator services began to skyrocket. Focus group
research conducted by Ameritech in May 1994 showed that while
consumers were attracted to the convenience of 0+ dialing, the
dialing method used is significantly influenced by price.lo
It appears that the public is more aware of their options in
making operator service calls and purposefully choosing to use

dial around measures to make their operator service calls based

on simple economics.

B. Jurisdictional Issue.

The Commission also incorrectly assumed that state
regulatory commissions would adopt BPP for intrastate interLATA
calls. The filings by NARUC and state regulatory commissions
from Colorado, Virginia, Idaho and New York provide
uncontroverted evidence that a number of state commissions will

not adopt BPP for intrastate interLATA calls.

9 See Bell Atlantic, p. 8 (55%); SNET, p. & (52%). AT&T (p.
8) states that consumer research studies show that
awvareness of access codes such as 1-800-CALL ATT is now
well over 50%.

10 see Ameritech Comments, p. 7.



IV, CONCLUSIONM.

Based on the data contained in the Commente, it now

appears that the costs of BPP ($739 million) outweigh its
benefits ($207.5 million) by $531.5 million. Under these
circumgtances, it is clear that the industry should not be
raquired to implement BPP. The problems that BPP was designed to
prevent have already been addressed effectively by activity in
the marketplace (e.q., the increasing popularity of 1-800
operator services) and the regulatory arena (@.q9., the unblocking
requirements of TOCSIA and the Commission's Rules).ll The
easiest way of solving the problem of consumers being overcharged
is to cap the rates charged by OSPs. The Commission should focus
its attention on this rather than require the industry to expend
over $2 billion to implement a service that will cost consumers

hundreds of millions of dollars per year.
Respectfully submitted,

New York Toleghone Company
an

New England Telephone and

Telegra

William J.

120 Bloomingdale Road
White Plains, NY 10605
(914) 644-2032

Thelr Attorneys

Dated: September 14, 1994
7218/19M

11 MASUCA claims that BPP will help reduce slamming and the
associated problem of mislabel payphones. However,
NYNEX and other BOCs have 1m?1-lntod new procedures to
verify payphone presubscription change orders. This has
addressed the problem effectively without requiring NYNEX
to spend over a $100 million dollars to accomplish the
same result through BPP.




' ATTACHMENT 1
INDUBTRY COSTS FOR IMPLEMENTATION BPP

—_RECUNAING COSTS

TOTAL TOTYAL
MON-RECURRING : OF INTERLATA 0+
BASE END OFFICE | 14 DIGIT SCREENDIG CHARGES ASE lem.am INDEPENDENTS CHARGES
NYNEX 120.40 3.80 2310 Estd 3.30
US Wael 14890 Estd] 3.80 21.80 %F 3.30
Paciiic Tel 144.40 Estd] 3.00 28.10 E 3.30
SWB 110.80 1800 1530 Esfd 330
[|Ameriinch 103.00 _Esd|  3.08 3320 3.5
Belieuth 10080 "Estd| 380 20.00 3%
Bell Allaatic 80 | S50 o® | ¢ 330
280 (7] 5.10 A 3.30
|SpdetUniied 470 | 217. 3
Cincinst 9.00 3.00 7.80 Eatd 3.00
SNET 33.00 12.80 Est'd
USTA 318.10 10.50
1,55000] 31520 46.90 1,712.10 . 20.40 281.50
for inflstion
CPI=131,35, 38 1,002.70
O8Ps
m_, 120.00
inliel BEguel Acoses Procsss | 250.00
370.00
ADJ. for infision I
CPi=31,35 38 400.00 400.00
lINDUSTRY COST 2,301.70 LI 201,
1




BPP COST SUMMARY

The total costs of BPP were developed by using the data
contained in the Comments. The total costs of BPP are now

estimated at $739 million per year.

Non-Recurring Costs

The non-recurring costs are $2.3 billion. This includes the
costs of deploying 0SS7 signalling to the end office and the
costs of 14 digit screening. NYNEX agrees with AT&T that the
$250 million cost of marketing O+ services as part of the
""equal access' conversion to a BPP environment must also be
included in the Commission's cost/benefit analysis (gsee AT&T
Comments, p. 17.). All costs have been adjusted for
inflation. The FNPRM's amortization factor of .29 was used to
develop an annual cost figure ($2.3 million x .29 = $668
million).

Recurring Costs

The recurring costs are $282 million. This includes the
estimated costs per large LEC ($3.3 million) of processing O+
interLATA calls for independent LECs that obtain operator
gservices from the large LECs within their regions. This cost
could increase to $6.6 million per year if other independents
within the large LECs' regions who are not currently served by
their operator services would request BPP service. All large
LECs will be faced with the same problem of having to serve the
independents, unless the independents provide the service for
themselves at a much greater cost (gsee BellSouth Comments, p.
15). Therefore, the added cost to the large LECs for
processing calls to independents will be an estimated $29.4
million per year (assuming that all large LECs will incur the
same costs as BellSouth, and that United/Cincinnati/SNET will
add another $3.0 million total to this cost).

Recurring costs have not been adjusted for inflation. NYNEX
reduced the LEC recurring costs of $282 million by 75%
consistent with the Commission's assumption that these
increagsed LEC costs will be offset by cost reductions to OSPs.
However, as noted by US Long Distance in its Comments (p. 5),
this assumption is unfounded. Even without considering this
assertion, the annual recurring costs are conservatively
estimated at $71 million using the Commission's assumption.



Total BPP Costs

The total
Total
Total
Total

The total

Attachment 1

costs to the industry are:

annual
annual
annual

annual

amortized non-recurring costs $ 668 million
recurring costs i11i
industry cost to implement BPP $ 739 million

industry costs do not include:

. SNET's additional costs which are noted as '"exceeding $33
million by a substantial margin'" (SNET comments p. 6).
NYNEX Attachment 1 uses $33 million

. costs to provide Alaska BPP service (gsee Anchorage
Telephone Utility p. 2)

. LEC overhead costs

. costs for unanticipated technical problems as experienced
in all new services

7223M



REDUCTION OQF COMMISSION PAYMENTS

Based on information contained in the Comments, NYNEX has
revised the estimated benefits of BPP caused by reduced
commission payments. The call aggregators have overwhelmingly
indicated that they will recoup the commissions that they
currently receive in some other way. NYNEX conservatively
estimates that 507% of the commigsions will not go back to the
consumers, but will be paid by the consumers in the form of
additional concession prices, higher airline tickets, or
reduced services.

NYNEX is also revising the commission rate paid to the
aggregators based on the comments of Sprint and AT&T. Sprint
claimg that the commission rate is 27% while AT&T uses a 14%
rate in their analysis. Weighting these commissions based on
market share, NYNEX has determined that the commission rate

should be 18.8%.

Thus, the new analysis for reduction of commission payments is:

$6.1B revenue X 1.043 for six years = $7.9B
$7.98B adj. for traffic migration = §$7.78
$7.78B X 63.7% interstate calls = $4.98
$4.98B X non-dial around calls = $0.98B
$0.98B X 18.8% commigsgsion rate = $184.2M
$184.2M X 50% non-consumer savings = $92.1M
$92. 1M -~ $22M increased COCOT compensation = $70.1M
$70.1M - $5.4M per FNPRM* =  $64.7M
TOTAL SAVINGS FROM BENEFITS OF BPP

This $64.7M savings is added to the $142.8M savings from OSP
rate reductions to arrive at a total BPP benefit to the
consumer of $207.5M annually.

REVISED COSTS/BENEFIT ANALYSIS

Based on the Comments, the revised annual costs of BPP as shown
in Attachment 1 are $739M. The total annual savings from BPP
amount to $207.5M. Thus, implementation of BPP will result in
an annual cost to the consumer of $531.5M.

% $142.8M third tier OSP revenues x 20% non-dial around x
18.8% commission rate = $5.4M less commissions due to
reduced third tier OSP revenues.

7223M
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I certify that copies of the foregoing NYNEX REPLY COMMENTS,

CC Docket No. 92-77, were served on each of the parties

listed on the attached Service List, this 14th day of

September, 1994, by first class United States mall, postage

prepaid.
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Attorneys for:

ONCOR COMMUNICATIONS, INC.
1275 K Street, N.W., Suite 850
Washington, D.C. 20005-4078

Gerald F. Washburn

Sheriff

County of Oneida

Law Enforcement Building
Oriskany, New York 13424-2271

Patricia R. Tappan, Commigsioner

Department of Correction
Onondaga County

P.0. Box 143

Jamesville, New York 13078

Lisa M. Zaina

OPASTCO

21 Dupont Circle, N.W.
Suite 700

Washington, D.C. 20036

Kirk Smith

President

Operator Service Company
1624 Tenth Street
Lubbock, TX 79401



Jean L. Kiddoo

Dana Frix

Swidler & Berlin, Chtd.
Attorneys for: OPUS Correctional
Inc. D/B/A LOCTEL

3000 K Street, N.W., Suite 300
Washington, D.C. 20007

Perry R. Owen

Owen's Public Phone & Fax
P.0. Box 60474
Sacramento, CA 95860

James P. Tuthill

Nancy C. Woolf

PACIFIC BELL and NEVADA BELL

140 New Montgomery St., Rm. 1523
San Francisco, California 94105

W.M. Jarrett, Jr.
PACIFIC TELECOM

955 S. Virginia Street
Reno, NV 89502

Donald G. Raider

Park Inn International

339 Jefferson Road
Parsippany, New Jersey 07054

Janice M. Doherty
Public Payphones, Inc.
119 Scully Drive
Schaumburg, I1 60193

Vincent Townsend

President

PAY TEL Communications, Inc.
P.0. Box 8179

Greensboro, NC 27419

Ronald A. Belz

Peabody Hotel Group

5118 Park Avenue, Suite 245
Memphis, TN 38117

Samuel D. Hiller
Sheriff, Perry County
P.0. Box 350
Pinckneyville, I1 62274

Paul C. Besozzi
Besozzi, Gavin & Craven
Attorneys for:
Polar Communications Corp. and
Digital Technologies, Inc.
1901 L Street, N.W., Suite 200
Washington, D.C. 20036



Emily Regnier

Airport Properties Department
Oakland International Airport
Port of Qakland

Jack London's Waterfront

530 Water St/P.0. Box 2064
Oakland, CA 94604-2064

Thomas M. Rice

Chief Financial Officer
Prairie Correctional Facility
445 S. Munsterman

P.0. Box 157

Appleton, MN 56208-0157

Trudi J. Renwick, Ph.D.

Public Utility Law Project of
New York, Inc.

Pieter Schuyler Financial Center

39 Columbia Street

Albany, NY 12207-2717

James P. Elwood, A.A.E.
Director of Aviation
Pueblo Airport

31201 Bryan Circle
Pueblo, CO 81001

Dennis Kornwolf

Racine County, Wisconsin
730 Wisconsin Avenue
Racine, WI 53403

W. Scott Deaver
Vice President Marketing
Ramada Franchise Systems, Inc.

339 Jefferson Rd., P.0. Box 278

Pargipanny, NJ 07054-0278

George A. Vose, Jr.
Director

Rhode Island Department of
Corrections

40 Howard Avenue

Cranston, RI 02920

Gregg C. Sayre

Rochester Telephone Corporation
Rochester Tel Center

180 South Clinton Avenue
Rochester, NY 14646-0995

Daniel J. Rooks
4250 Blackland Drive
Marietta, GA 30067

Thomas P. Engel

Director of Airports

County of Sacramento
Department of Airports

6900 Airport Boulevard
Sacramento, California 95837



John Wheat

Executive Deputy Director

Salt Lake City Airport Authority
AMF Box 22084

Salt Lake City, Utah 84122

H.R. Trantham

Office of Sheriff

San Jacinto County
P.0. Box 7
Coldspring, TX 77331

Leroy Moody

Sheriff

San Patricio County
P.0. Box 1382

Sinton, TX 78387-1382

Linda L. Tratnik

SDN Users Association, Inc.
P.0. Box 4014

Bridgewater, NJ 08807

Capt. Rick Adkins

Shasta County Sheriff's Dept.
Main Jail Facility

1655 West Street

Redding, CA 96001

Parker Evatt

South Carolina Dept of Corrections
P.0. Box 21787/4444 Broad River Rd.
Columbia, SC 29221-1787

Harold Brown

South Carolina Jail Administrators
Association

P.0. Box 4046

Anderson, S.C. 29622

Brian Redmond

South Carolina Jail Association
1400 Huger Street

Columbia, S.C. 29201

Benjamin J. Griffin

John W. Hunter

Reed Smith Shaw & McClay
Attorneys for: State of South
Carolina Division of Information
Resource Management

1200 18th Street, N.W.
Washington, D.C. 20036

Anne U. MacClintock

Regulatory Affairs & Public Policy
Southern New England Telephone Co.
227 Church St.

New Haven, CT 06510



